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Incumbent Local Exchange Carriers (“ILECs™) are widely available.”> Neutral Tandem has
further explained that competitive carriers make aggressive use of these widely-available
alternatives, rendering the assertions made by carriers who have claimed in this proceeding that
they lack competitive options to ILEC-provided local transit service highly suspt:ct.3

Neutral Tandem further explained that imposition of TELRIC-based pricing on ILECs’
local tandem transit services is unnecessary.® As a practical matter, the result of such regulation
would be felt not by the ILECs, but rather by competitive transit providers such as Neutral
Tandem, whose services are widely used by the same carriers asking the Commission to regulate
the ILECs’ local transit pricing. Neutral Tandem also provided a detailed legal analysis
explaining that nothing in the Telecommunications Act of 1996 (“1996 Act™) requires that local
tandem transit service be provided at TELRIC-based rates.’

Neutral Tandem will not repeat these points in these comments, and instead respectfully
refers the Commission to Neutral Tandem’s prior submissions. Neutral Tandem will instead
focus in these comments on responding to assertions made by certain carriers in their August 24
comments. Neutral Tandem’s comments will focus on three points.

First, the carriers seeking TELRIC pricing regulation have failed to provide any data or
evidence showing that they are forced to use ILEC local tandem transit for any substantial
amounts of traffic. At most, they have argued that there may be a small number of carriers with
which they can exchange a small amount of traffic only through ILEC local transit. They have

offered no evidence of how much traffic is implicated in those situations, but it is clear from

? See May 23 Reply Comments of Neutral Tandem, at 3-7 & Ex. B, Saboo Decl. (May 23, 2011).
’ See id.
' See id., at 7-12; April 18 Comments of Neutral Tandem, at 6-8.
’ See id.
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what these carriers say (and do not say) that, for the vast majority of traffic, they have multiple
competitive options for delivering their local tandem transit traffic.

If these carriers really believed they lack competitive options for local tandem transit
service, they should have supplied the Commission with detailed information supporting that
position, including specific information regarding: (1) the carriers from which they obtain local
tandem transit service by market; (2) the volumes of local tandem transit service they obtain
from each provider; (3) the prices they pay for such service, including whether their prices have
increased or decreased over time; and (4) how much local traffic they deliver through direct
connections, instead of using a transit provider. Indeed, it would be inappropriate for the
Commission to adopt the drastic price regulation these carriers have requested, without a more
fully developed evidentiary record on these points. Simply put, the carriers’ failure to provide
anything other than bare assertion in support of their request for widespread price regulation
speaks volumes.

Second, recent market activity reinforces that, as Neutral Tandem explained in its prior
comments, pricing for local transit service continues to decline, as carriers make aggressive use
of their multiple competitive options in the local transit market.

Third, while some carriers have pointed to a recent decision in Connecticut in which the
state commission imposed TELRIC-based pricing on ILEC transit, experience in that state
reinforces Neutral Tandem’s point that carriers are not asking the Commission to adopt
TELRIC-based pricing because they lack competitive alternatives for any meaningful amounts of
traffic. Instead, such regulation merely gives those carriers a basis to demand price reductions

for local transit service in situations where competitive alternatives already exist.
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It is the Joint CLECs, not Neutral Tandem, that mischaracterize the market. At the
outset, Neutral Tandem notes that it already has explained, in prior comments and declarations,
[ ey SO UM T S R e T st
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The Joint CLECs do not dispute these facts, because they know them to be true. Instead,
they try to create the false impression that their competitive options are limited. First, the Joint
CLECs point to Neutral Tandem’s public statement that its services “are principally targeted to
address . . . 55% of the total telephone numbers assigned primarily to competitive carriers™ in the
U.S.”* The Joint CLECs clearly intend to create the impression that they have no choice except
to use ILEC local transit services to reach the other 45% of the country’s telephone numbers.

What the Joint CLECs do not mention is that the other 45% of the telephone numbers

referred to in Neutral Tandem’s statement are numbers assigned to the ILECs themselves."* In

other words, those are phone numbers for which, by definition, the Joint CLECs do not need
competitive local transit service, because they deliver traffic to and from these numbers via
direct connections with the ILECs. The Joint CLECs’ attempt to manipulate Neutral Tandem’s
public statements illustrates the lack of legitimate record evidence they can muster.

The lack of specificity in the Joint CLECs’ submissions is highlighted by their refusal to
provide anything other than the most general assertions in support of their positions. For
example, they claim that Cbeyond “must still use the incumbent LEC’s local tandem switch” in

every market, but they provide no detail conceming how much traffic Cbeyond supposedly

12 See May 23 Reply Comments of Neutral Tandem, at 3-7 & Ex. B, Saboo Decl. (May 23, 2011).

" See July 29, 2011 ex parte of Cbeyond, et al., at 2 (July 29, 2011).

" See Ex. B., Neutral Tandem, Inc. (Annual Report (Form 10-K), at 2 (filed Mar. 16, 2011); see also id. at
46 (describing the 55% of telephone numbers referred to in the Joint CLECs’ ex parte as the numbers
assigned to “all carriers that are not ILECs™).
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“must” use ILEC transi to detiver.'* | N

This fact is reinforced by the Joint CLECs’ concession that “Neutral Tandem pays for the
cost of the trunks” needed to connect to the Joint CLECs.'® The Joint CLECs complain, though,
of supposed instances in which there is not “sufficient traffic to justify the cost” of the

2

connection.'” They also note that in markets where “the addressable market for competitive

tandem ftransit service is severely limited, a LEC may not have sufficient traffic to justify the
deployment of a DS3 dedicated to the transport of transiting traffic.”'®

In other words, the Joint CLECs tacitly acknowledge that the only situations in which
they may be forced to rely on ILEC transit are in situations where the amount of traffic they
exchange with another carrier is so small that it would not justify a direct connection, or even a
connection to a competitive transit traffic provider. In other words, the Joint CLECs have tacitly
acknowledged that the amount of traffic for which they supposedly lack delivery options for their
traffic is minimal.

This puts the lie to the claim that the Joint CLECs, and others, are making about the

competitive market for transit service. Simply put, carriers have multiple competitive options

available for delivering the vast majority of traffic, if not all traffic, they need to exchange

5 See July 29, 2011 ex parte of Cbeyond, et al., at 2-3 (July 29, 2011).
6 Id., at 4.
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indirectly with other carriers.”® These options include not only Neutral Tandem, but also other
providers of competitive local tandem transit service, whose existence the Joint CLECs’
comments refuse to acknowledge.

If the Joint CLECs, or any of the other carriers in this proceeding, really believed they
faced a serious problem with local transit, they would have put evidence in the record supporting
that position, including specific information concerning: (1) the carriers from which they obtain
local tandem transit service by market; (2) the volumes of local tandem transit service they
obtain from each provider; (3) the prices they pay for such service, including whether their prices
have increased or decreased over time; and (4) how much traffic they deliver through direct
connections. Absent that information, there is simply no basis in the record that would justify a
decision to require ILECs to provide local transit service at TELRIC-based rates.
1L RECENT MARKET ACTIVITY CONFIRMS THAT PRICING FOR

LOCAL TRANSIT SERVICE CONTINUES TO DECLINE AS A RESULT OF

CARRIERS MAKING USE OF THEIR COMPETITIVE OPTIONS.

As noted above, Neutral Tandem has provided numerous, specific examples of carriers’
use of multiple competitive options for local tandem transit service, and the concomitant impact
on pricing for that service, in its prior comments. Even in the three months since those
comments were filed, additional market activity involving carriers asking the Commission to
impose TELRIC pricing regulation on [LEC transit service, confirms the hotly competitive

nature of the local transit market.

" Of course, carriers always have the option of bypassing all intermediate local tandem transit providers,
and exchanging traffic directly with other carriers. As shown by the Joint CLECs’ ex parte, they do so
whenever they feel there is enough traffic to justify such a direct connection. See id. To the extent the
Joint CLECs complain about specific ILECs’ allegedly improper imposition of transit charges in certain
situations, and/or other allegedly improper conduct by the ILECs, those issues would be appropriately
addressed on a targeted basis, not through an industry-wide rulemaking. /d., at 2-4.
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For example, Comcast has submitted comments asserting that “competitive tandem

20

switching facilities are not widely available[.]

In addition to Comcast, MetroPCS has submitted comments, in which it asserts that the

pricing of local transit service by ILECs “needs to be promptly addressed by the Commission.”’
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*” Comments of MetroPCS, at 20 (Aug. 24, 2011).
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I {1, hovwever,is hardly the

sign of a market in which carriers lack competitive choice.

III. EVENTS IN CONNECTICUT REINFORCE THAT REGULATION OF ILEC
TRANSIT PRICES SIMPLY GIVES CARRIERS LEVERAGE TO DEMAND
PRICE REDUCTIONS FROM COMPETITIVE TRANSIT PROVIDERS.

Finally, Neutral Tandem notes that several carriers have submitted comments pointing to
recent decisions from the state commission and federal district court in Connecticut, which have
resulted in the ILEC in that state being forced to make local transit service available at TELRIC-
based rates.”> Several carriers advocating that the FCC adopt TELRIC-based pricing for ILEC
local transit — including Comcast, Cox, Charter, and MetroPCS — participated in the Connecticut
proceeding, and made similar arguments.*

Neutral Tandem’s experience shows that the imposition of TELRIC-based local transit

pricing in Connecticut had nothing to do with any lack of competitive alternatives to ILEC local

transit, and it certainly did not provide a vehicle for competitive carriers to avoid alleged

excessive ILEC pricing. | N

% Ex. A, Saboo Decl. § 12.
*Id.
0 1d. q 14,
il Id.
2 Comments of Comcast, at 9 (Aug. 24, 2011); see also Comments of Cox, at 13-14 (Aug. 24, 2011);
Comments of MetroPCS, at 21-22 (Aug. 24, 2011); Comments of NCTA, at 19-20 (Aug. 24, 2011).
¥ Ex. A, Saboo Decl. § 15.
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As events in Connecticut illustrate, the clear aim of these requests for regulation of local
transit rates is not to lower the ILECs’ transit rates because carriers lack competitive alternatives
for substantial amounts of traffic. Rather, the aim is to use the regulatory process to force ILECs
to offer below-market rates as a benchmark, so that carriers can then attempt to force competitive

local transit providers such as Neutral Tandem to match those below-market rates.

M Id 9 16.
2.
*Id
1d.917.
®1d 17.
® Id. 4 18.
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Cbeyond Communications Company, LLC (“Cbeyond”), Integra Telecom, Inc. (“Integra™), TW
Telecom Inc. (“TWT”), MetroPCS Communications, Inc. (“MetroPCS”), and Cox

Communications, Inc. (“Cox”), concerning the market for local transit service.

3. In that Declaration, I provided specific descriptions

4, The purpose of this Declaration is to provide further recent examples, based on
events that have occurred even since my May 23, 2011 Declaration, in which certain carriers
have informed Neutral Tandem that they have multiple competitive options available to them for
local transit service, and have demanded price reductions for this service. This Declaration also
will recount Neutral Tandem’s experience in Connecticut, after the state commission ordered the

ILEC in that state to begin providing local transit service at TELRIC-based rates.

ps

RECENT MARKET DEVELOPMENTS SINCE NEUTRAL TANDEM’S MAY
2011 COMMENTS.

3 I have reviewed that part of the comments Comcast submitted on August 24, 2011
in which Comcast asserts that “competitive tandem switching facilities are not widely

available[.]” (Comcast’s Aug. 24, 2011 Comments, at 8.)
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10. I find it amazing that Comcast can

claim in its comments to this Commission that “competitive tandem switching facilities are not
widely available[.]” (Comcast’s Aug. 24, 2011 Comments, at 8.) That is simply not the case.

11.  In addition to Comcast, 1 have reviewed that part of the comments filed by
MetroPCS in which it asserts that the pricing of local transit service by ILECs “needs to be

promptly addressed by the Commission.” (Aug. 24, 2011 Comments of MetroPCS, at 20.)

12.
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13.

JL |

. NEUTRAL TANDEM’S EXPERIENCE IN CONNECTICUT.

14. 1 am aware that several carriers have submitted comments in this proceeding
relying on recent decisions from the state commission and federal district court in Connecticut,
which have resulted in the ILEC in that state being forced to make local transit service available
at TELRIC-based rates.

15. I note at the outset that several carriers advocating that the FCC adopt TELRIC-
based pricing for ILEC local transit — including Comcast, Cox, Charter, and MetroPCS —
participated in the Connecticut proceeding, and made similar arguments.

16.
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I declare, under penalty of perjury, that the foregoing is true and correct to the best of my

knowledge, information, and belief.
o -
yé“"“"“_}h‘ Qe“- Date: ][ [20 b
Surendra Saboo S S
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PART I

ITEM 1. BUSINESS
Our Company

We provide U.S. and international voice, IP Transit, and Ethernet telecommunications services primarily on a wholesale basis. We offer
these services using an all-1P network, which enables us to deliver global connectivity for a variety of media, including voice, data and video.
Our solutions enable carriers and other providers to deliver telecommunications traffic or other services where they do not have their own
network or elect not to use their own network. These solutions are sometimes called “off-net” services. We also provide our solutions to
customers, like content providers, who also typically do not have their own network. We were incorporated in Delaware on April 19, 2001 and
commenced operations in 2004,

For the year ended December 31, 2010, we increased revenue to $199.8 million, an increase of 18.3% compared to $168.9 million for the
year ended December 31, 2009. Our income from operations for the year ended December 31, 2010 was $54.1 million compared to $64-0 for the
year ended December 31, 2009. Net income for the year ended December 31, 2010 was approximately $32.6 million compared to net income of
$41.3 million for the year ended December 31, 2009.

Voice Services

We provide voice interconnection services primarily to competitive carriers, including wireless, wireline, cable and broadband telephony
companies. Competitive carriers use our tandem switches to interconnect and exchange local and long distance traffic between their networks
without the need to establish direct switch-to-switch connections. Competitive carriers are carriers that are not Incumbent Local Exchange
Carriers, or ILECs, such as AT&T, Verizon and Qwest.

Prior to the introduction of our local voice service, competitive carriers generally had two alternatives for exchanging traffic between their
networks. The two alternatives were interconnecting to the ILEC tandems or directly connecting individual switches, commonly referred to as
“direct connects.” Given the cost and complexity of establishing direct connects, competitive carriers often elected to utilize the ILEC tandem as
the method of exchanging traffic. The ILECs typically required competitive carriers to interconnect to multiple ILEC tandems with each tandem
serving a restricted geographic area. In addition, as the competitive telecommunications markel grew, the process of establishing
interconnections at multiple [ILEC tandems became increasingly difficult to manage and maintain, causing delays and inhibiting competitive
carrier growth, and the purchase of ILEC tandem services became an increasingly significant component of a competitive carrier’s costs.

The tandem swilching services offered by ILECs consist of local transit services, which are provided in connection with local calls, and
switched access services, which are provided in connection with long distance calls. Under certain interpretations of the Telecommunications
Act of 1996 and implementing regulations, ILECs are required to provide local transit services to competitive carriers. ILECs generally set per
minute rates and other charges for tandem transit services according to rate schedules approved by state public utility commissions, although the
methodology used to review these rate schedules varies from state to state. ILECs are also required to offer switched access services to
competing telecommunications carriers under the Telecommunications Act of 1996 and implementing regulations. ILECs generally set per
minute rates and other charges for switched access services according to mandated rate schedules set by the Federal Communications
Commission, or FCC, for interstate calls and by state public utility commissions for intrastate calls. Our solution enables competitive carriers to
exchange traffic between their networks without using an ILEC tandem for both local and long distance calls.

A loss of ILEC market share to competitive carriers escalated competitive tensions and resulted in an increased demand for tandem
switching. Growth in intercarrier traffic switched through ILEC tandems created
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switch capacity shortages known in the industry as ILEC “tandem exhaust,” where overloaded ILEC tandems became a bottleneck for
competitive carriers. This increased call blocking and gave rise to service quality issues for competitive carriers.

We founded our company to solve these interconnection problems and better facilitate the exchange of traffic among competitive carriers
and non-carriers. With the introduction of our services, we believe we became the first carrier to provide alternative tandem services capable of
alleviating the ILEC tandem exhaust problem. By utilizing our managed tandem service, our customers benefit from a simplified interconnection
network solution that reduces costs, increases network reliability, decreases competitive tension and adds network diversity and redundancy.

According to the Local Exchange Routing Guide, an industry standard guide maintained by Telcordia that is used by carriers, there are
approximately 1.52 billion telephone numbers assigned to carriers in North America. Our services are principally targeted to address the
estimated 840 million, or 55% of the total 1.52 billion, telephone numbers assigned primarily to competitive carriers; that is, all carriers that are
not ILECs.

We have signed voice services agreements with major competitive carriers and non-carriers and operated in 179 markets as of
December 31, 2010. During the fourth quarter of 2010, our network carried 29.9 billion minutes of traffic. As of December 31, 2010, our
network was capable of connecting calls to an estimated 526 million telephone numbers assigned to carriers. Telephone numbers assigned to a
carrier may not necessarily be assigned to, and in use by, an end user.

Our business originally connected only local traffic among carriers within a single metropolitan market. In 2006, we installed a national [P
backbone network connecting our major local markets. In 2008, we began offering terminating switched access services and originating
switched access services. Switched access services are provided in connection with long distance calls. Our terminating switched access services
allows interexchange carriers to send calls to us and we then terminate those calls to the appropriate terminating carrier in the local market in
which we operate. Our originating switched access service allows the originating carrier in the local market in which we operate to send calls to
us that we then deliver to the appropriate interexchange carrier that has been selected to carry that call. In both instances, the interexchange
carrier is our customer, which means that it is financially responsible for the call. On October 1, 2010, we acquired Tinet S.p.A. (Tinet), an
Italian corporation that operates a global IP backbone network. As a result of the foregoing, our service offerings now include the capability of
switching and carrying local, long distance and intemational voice traffic.

The following diagrams illustrate interconnecting in a local market via the ILEC tandem networks and an example of interconnecting via
our managed tandem network.

Interconnecting via Lhe ILEC Tandem Nelwork within a Market Intereanneating via Neutral Tandem Notwork wilhin o Markol

Cuinle
Cammpary §
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Following the introduction of our services, we began to face competition from other non-ILEC carriers, including Level 3, Hypercube and
Peerless Network. Over the past several years, competition has intensified causing us to lose some traffic as well as significantly reduce certain
rates we charge our customers in various markets, including with respect to our major customers. For a further discussion see “Risk Factors—
Our tandem services business faces competition from the traditional ILECs and increasing competition from certain other providers such as
Level 3 Communications, Peerless Network and Hypercube, and we expect to compete with new entrants to the tandem services market...” in
Item 1 A below.

The second alternative for exchanging traffic, prior to our commencement of operations, was by directly connecting competitive carrier
switches to each other. Implementing direct switch-to-switch network connections between all competitive switches in a market can be
challenging. For example, in order to complelely bypass the ILEC tandem network, a market with 100 competitive switches would require 9,900
dircct one-way switch-to-switch connections. The capital and operating expense requirements, complexity and management challenges of
establishing and maintaining direct connections generally makes them economical only for higher traffic switch combinations. However, where
sufficient traffic between switches does exist, carriers often do establish direct connections. We believe that our customers are currently
frequently establishing direct connections between their networks, even for what might be considered by historical standards to be lower traffic
switch pair combinations, for various reasons, including in order to avoid paying a transit fee, For a further discussion see “Risk Factors—The
market for our services is competitive and increased adoption of IP switching technologies could increase the competition we face from direct
connections” in item 1A below. When our customers implement a direct connection, it reduces the traffic we carry and the revenue we earn.

Our solutions potentially help minimize these network failures and interconnection problems by offering physically diverse tandem
switching facilities and transmission paths that increase network reliability. We also simplify the ordering, provisioning and capacity
management requirements of our customers, and seek to leverage our extensive interconnection network to capitalize on the growth of
intercarrier traffic.

Data and International Services
As part of our long-term growth strategy, on October 1, 2010, we acquired Tinet, an Italian corporation. Tinet was founded in Cagliari,
Italy in 2002. Tinet provides IP Transit and Ethernet services primarily to carriers, service providers and content providers worldwide.

With this acquisition, we evolved from a primarily U.S. voice interconnection company into a global IP-based network services company
focused on delivering global connectivity for a variety of media, including voice, data and video. The acquisition expanded our IP-based network
internationally, enabling global end-to-end delivery of wholesale voice, IP Transit and Ethernet solutions.

We have IP Transit and Ethernel service agreements with over 650 customers in over 70 countries. In 2010, we carried over | Terebit of
customer IP traffic. We have over 100 points of presence (POPs) where we operate our equipment in carrier neutral facilities. Our core IP Transit
network uses all Juniper equipment, which reduces complexity and allows for faster service deployment, easier customer support and spare
management flexibility.

We believe overall internet traffic has grown exponentially over the previous years due to factors that include:

« Increased broadband penetration in many countries in Asia and Eastern Europe;

* Increase in user generated content (UGC) shared via multiple platforms such as YouTube, Facebook, etc.;
*  Multimedia mobile devices capable of taking pictures and videos;

*  Video streaming and internet-based video communications; and

*  The use of file sharing portals.
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We founded our company to solve these interconnection problems and better facilitate the exchange of traffic among competitive carriers
and non-carriers. With the introduction of our services, we believe we became the first carrier to provide alternative tandem services capable of
alleviating the ILEC tandem exhaust problem. By utilizing our managed tandem service, our customers benefit from a simplified interconnection
network solution that reduces costs, increases network reliability, decreases competitive tension and adds network diversity and redundancy.

According to the Local Exchange Routing Guide, an industry standard guide maintained by Telcordia that is used by carriers, there are
approximately |.52 billion telephone numbers assigned to carriers in North America. Our services are principally targeted to address the
estimated 840 million, or 55% of the total 1.52 billion, telephone numbers assigned primarily to competitive carriers; that is, all carriers that are
not ILECs,

We have signed voice services agreements with major competilive carriers and non-carriers and operated in 179 markets as of
December 31, 2010, During the fourth quarter of 2010, our network carried 29.9 billion minutes of traffic. As of December 31, 2010, our
network was capable of connecting calls to an estimated 526 million telephone numbers assigned to carriers. Telephone numbers assigned to a
carrier may not necessarily be assigned (o, and in use by, an end user.

Our business originally connected only local traffic among carriers within a single metropolitan market. In 2006, we installed a national IP
backbone network connecting our major local markets. In 2008, we began offering terminating switched access services and originating
switched access services. Switched access services are provided in connection with long distance calls. Our terminating switched access services
allows interexchange carriers to send calls to us and we then terminate those calls to the appropriate terminating carrier in the local market in
which we operate. Our originating swilched access service allows the oniginating carrier in the local market in which we operate to send calls to
us that we then deliver to the appropriate interexchange carrier that has been selected to carry that call. In both instances, the interexchange
carrier is our customer, which means that it is financially responsible for the call. On October 1, 2010, we acquired Tinet, an Italian corporation
that operates a global IP backbone network. As a result of the foregoing, our service offerings now include the capability of switching and
carrying local, long distance and international voice traffic.

Data and International Services

As part of our long-term growth strategy we acquired Tinet, an [talian corporation. Tinet provides I[P Transit and Ethernet services
primarily to carriers, service providers and content providers worldwide.

With this acquisition, we evolved from a primarily U.S. voice interconnection company into a global IP-based network services company
focused on delivering global connectivity for a variety of media, including voice, data and video. The acquisition expanded our [P-based network
internationally, enabling global end-to-end delivery of wholesale voice, IP Transit and Ethernet solutions.

We have IP Transit and Ethernet service agreements with over 650 customers in over 70 countries. In 2010, we carried over 1 Terebit of
customer IP traffic. We have over 100 POPs where we operate our equipment in carrier neulral facilities. Our core IP Transit network uses all
Juniper equipment, which reduces complexity and allows for faster service deployment and easier customer support.

Revenue

We generate revenue from sales of our voice, IP Transit and Ethernet services. Revenue is recorded each month based upon documented
minutes of traffic switched or data traffic carried for which service is provided, when collection is probable. Voice revenue is recorded each
month on an accrual basis based upon minutes of traffic switched by our network by each customer, which we refer to as minutes of use. The
rates charged per minute are determined by conltracts between us and our customers or by filed and effective tariffs.
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